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EXECUTIVE SUMMARY 

In terms of the requirements of the Municipal Finance Management Act and as part of its 
oversight role over local government finances, the Provincial Treasury is responsible for 
reviewing and commenting on the tabled draft budgets of all delegated municipalities prior to 
their adoption by the respective municipal councils. The adopted budget of Amathole District 
Municipality was assessed in terms of quality and compliance with the prescripts of the MFMA, 
MSCOA Regulations and the Municipal Budget and Reporting Regulations. 

In terms of the change to GRAP accounting formats, it is imperative to undertake a detailed 
assessment of the municipality’s Statement of Financial Performance (Income Statement); 
Budgeted Statement of Financial Position (Balance Sheet) and Budgeted Statement of Cash 
Flows in order to establish the level of funding, the effectiveness of financial management and 
sustainability (this requires appiication of Circuiar 42’s budget funding guideiine and seif- 
assessment tooi). 

The analysis provided in this report is based on the 2020/21 MTREF tabled draft budget of 
Amathole District Municipality. The municipal budget assessment encompasses three distinct 
criteria namely, credibility; relevance and sustainability as explained in the MBRR. The purpose 
of each criterion is as follows: 

From a quality perspective, the budget was assessed in accordance with three criteria, namely: 

a. Credibility: to determine if the budget is funded in terms of Section 18 of the MFMA and 
whether the municipality adopted a budget process with evidence of sufficient political 
oversight and public participation. Political oversight and guidance is crucial for the budget 
process as the approval of the budget is the responsibility of Council and not that of the 
Budget and Treasury Office. In assessing the credibility of the budget, the revenue 
planning framework and associated assumptions are interrogated to determine if they are 
realistic and indicative of multi-year budgeting. 

b. Relevance: To assess if the budget is aligned to the reviewed Integrated Development 
Plan (IDP) of the municipality and the extent to which national and provincial priorities, 
including MFMA Budget Circulars, are considered. 
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c. Sustainability: To assess whether the budget supports the long-term financial planning 
and operational sustainability of the municipality over the Medium Term Revenue and 
Expenditure Framework (MTREF). 

Observations and findings 
1 Credibility 

1.1 Evaluation of the budget process 
1.1.1 Political guidance and oversight 

Amathole District municipality managed to comply with the legislation by having their Integrated 
Development Plan and Budget process plan tabled and approved by council by 31 August 
2019. The IDP budget process plan was submitted to Provincial Treasury for reviewing and 
noting. In preparation of the approval of the draft budget for the 2020/21 financial year which 
should be tabled in council at least 90 days before the start of the financial year, Amathole 
District municipality managed to comply with the schedule of key deadlines as the budget was 
adopted in council on the 25*'^ of March 2020. 

Amathole DM by 31 August 2019 adopted an IDP Framework Plan together with the 
IDP/Budget Process Plan. These plans were adopted in accordance with the relevant legal 
prescripts and have dictated the process to be followed for the development of the IDP and the 
Budget. Organizational arrangements were put in place as per the IDP/Budget Process Plan 
and all legislative prescripts were adhered to into the effective operations of structures, such as 
IDP/PMS/Budget Representative Forum etc. 

The Mayor has to ensure that the IDP review forms an integral part of the Budget Process and 
that any changes to the Strategic priorities as contained in the IDP document have realistic 
projections of revenue and expenditure The IDP and budget process plan does indicate the 
timelines of the meetings to be held for the Budget Steering Committee however as Provincial 
Treasury we could not determine the functionality of this committee. 

The IDP has been developed in consideration of the alignment of the Sustainable Development 
Goals (SDG’s), National Development Plan (NDP), Provincial Development Plan (PDP) and the 
District Vision 2058. Further to note that the development is also guided by the development 
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priorities of others spheres of government and strategic partners that will be implemented in the 
district space. 


1.1.2 Public Participation 

One of the key pillars of democracy is to ensure responsiveness of government to citizens or 
community needs. The Public Participation and Petitions Management Strategy clearly 
articulates the methodology that will be employed in interfacing with communities. Furthermore, 
it outlines the processes to be followed in ensuring that matters brought to the attention of the 
municipality are attended too until completion. Guided by the Municipal Systems Act and other 
relevant pieces of legislation, a range of promotional activities are held as per the 
Communications cycle, which include, inter alia, Health Awareness Programmes, Water Week, 
Sanitation Week, Heritage and Tourism Month, 21 Days of Activism of no violence against 
women and children, Youth Month, Women’s Month, etc. which also serve to promote the 
interests of special groups such as the youth, gender, disabled etc. below are the various 
public participation platforms which Amathole District Municipality currently has in place: 

• Water and service delivery forum 

• Mayoral Imbizo 

• Annual Report Public Hearings 

• IDP and Budget Roadshows 

• Civic Education 

• District Speakers’ Forum 

The municipality used the schedule of key deadlines in the conducting of the Public 
participation for the draft budget. There was no indication of any diversion of the key schedules 
dates as confirmed during the mid - year engagement, the municipality submitted the key 
budget documents as per the legislated timeframes. 

1.1.3 Evaluation of the Legal compliance of the budget 

Amathole District Municipality managed to comply with section 16 (2) which states that In order 
for a municipality to comply with subsection (1), the mayor of the municipality must table the 
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annual budget at a council meeting at least 90 days before the start of the budget year. The 
budget was tabled and adopted by council on 25 March 2020. 

The Municipality complied with section 21 (1) of the MFMA which states that: the mayor of the 
municipality must; 

a. co-ordinate the processes for preparing the annual budget and for reviewing the 
municipality’s integrated development plan and budget-related policies to ensure that 
the tabled budget and any revisions of the integrated development plan and budget- 
related policies are mutually consistent and credible; 

b. at least 10 months before the start of the budget year, table in the municipal council a 
time schedule outlining key deadlines for: 

c. The preparation, tabling and approval of the annual budget. 

The municipality managed to table the schedule of key deadlines by 31 August 2019 to the 
municipal council and a submission was made to the Provincial Treasury. 

The Municipal Budget Circular 98 and 99 for the 2020/21 MTREF stated that: Accounting 
officers are reminded that Section 22(b)(i) of the MFMA requires that, immediately aher an 
annual budget is tabled in a municipal council, it must be submitted to the National Treasury 
and the relevant provincial treasury in PDF and electronic formats. However, in cases where 
Council requires amendments to the tabled budget prior to consultation, municipalities should 
inform he National Treasury and the relevant provincial treasury immediately ar\d submit the 
required budget documents and corresponding mSCOA data strings within three working 
days after the Council meeting. 

To facilitate oversight of compliance with the Municipal Budget and Reporting Regulations, 
accounting officers are reminded that: 

Section 22(b) (i) of the MFMA requires that, immediateiy aWex an annual budget is tabled in a 
municipal council, it must be submitted to the National Treasury and the relevant provincial 
treasury in electronic formats. If the annual budget is tabled to council on 31 March 2020, the 
final date of submission of the electronic budget documents and corresponding mSCOA data 
strings is Wednesday, 01 April 2020. 

Section 24(3) of the MFMA, read together with regulation 20(1) of the Municipal Budget and 
Reporting Regulations, requires that the approved annual budget must be submitted to both 
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National Treasury and the relevant provincial treasury within ten working days after the 
council has approved the annual budget. E.g. if the council approves the annual budget on 29 
May 2020, given the new timeframe for the evaluation of the municipal budgets, the adopted 
budget data strings and documentation must be submitted by the latest Monday, 1 June 2020. 

ALL municipalities MUST prepare their 2020/21 MTREF tabled and adopted budgets using the 
A1 schedule version 6.4. It is imperative that all municipalities prepare their 2020/21 MTREF 
budgets in their financial systems and that the Schedule A1 be produced directly from 
their financial system. Vendors have demonstrated their budget modules to the National 
Treasury and provincial treasuries. All financial systems have this functionality to assist and 
prepare budgets and to generate the prescribed Schedule A1 directly from the financial system. 
Therefore, there is no reason why the 2020/21 MTREF budget must be done manually which 
has been found to create alignment problems. 

The municipal manager must submit: 

■4- The budget documentation as set out in the Municipal Budget and Reporting 

Regulations (MBRR). The budget document must include the main Tables (A1 - A10) 
and the supporting tables in the A1 schedule must be submitted in the prescribed 
mSCOA data string in the format indicated in an attachment as part of this circular. 

4- the draft and final service delivery and budget implementation plan in electronic PDF 
format; 

4- the draft and final integrated development plan; 

4- the council resolution for the tabled and adopted budgets; 

4- signed Quality Certificate as prescribed in the Municipal Budget and Reporting 
Regulations for the tabled and adopted budgets; 

4- schedules D specific for the entities; and 

4- A budget locking certificate immediately at the start of the new municipal financial year 
on 1 July. 

it shouid be noted that the municipaiity did not compiy with the foiiowing in regards to 
MFMA section 16, 24 and MFMA budget circuiar 99: 
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The A Schedule version 6.4 submitted by the municipality was not generated by the 
financial system as required with regards to the implementation of mSCOA. 

Schedule D of the draft budget of the municipal entity was not submitted by the 
municipality to Provincial Treasury. 

No submission of the procurement plan. 

1.2 The municipal revenue & expenditure fiscal framework 

1 . 2.1 Expected outcome for current financial year 

The 2019/20 budget of Amathole District municipality does not reflect any material variances 
compared to audit performance with the exception of other expenditure The trading services 
(water and sanitation) has been provided at a loss and this has been consistent over the past 3 
years. The municipality continues to budget for a deficit and has indicated the strategies and 
the turnaround plan to address the deficit budget. 

The capital budget has been funded from mainly government grants as the main source. The 
immediate risk that the municipality is faced with in the MTREF is the negative cash position as 
the expected outcome of the current year is a budget deficit. On assessment of its mid-year 
performance, the municipality considered an adjustment budget by end February 2020. The 
following was noted as at the mid-year performance of the municipality: 

• The collection rate was 27 per cent which is below the norm of 95 per cent as guided by 
MFMA circular 71; 

• The creditors balances have been growing over the audited outcomes and a possibility 
exists fortheir increase for the 2019/20 financial year; 

• The gross debtors balances have been growing as a result in the decline in the 
collection rate; and 

• The cash position of the municipality has been declining over the years. 

1 . 2.2 Budget assumptions 
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The following budget principles and guidelines directly informed the compilation of the 2020/21 
MTREF budget as entailed in the budget document submitted by the municipality: 

• Salaries shall increase by 5.75%, with CPI deemed to be at 5% 

• Salary figures based on warm bodies paid in February 2020, no vacant positions will be 
budgeted for •Councillor and HOD remuneration to increase by 4% and 6.1% 
respectively subject to any change in the Published upper limits gazette 

• Electricity budgeted for at a 8.1% in line with approved NERSA approval application 

• Bulk Water budgeted costs to increase by 8.28% in line with Amatola Water’s proposed 
annual increase 

• Qualifying level of income for indigent registration is two times the old age pension grant 
amount 

• A differentiated approach in applying parameters in the operating budget based on 
trends of previous expenditure, cost containment considerations and strategic needs 
will be applied. This will vary from an increase of 4.5 % in 2020/21 financial year and 
4.6% for 2021-2023 periods. This is based on CPI inflation rate estimated in MFMA 
Circular 99 published on 9 March 2020 

• The draft tariffs for 2020/21 will only be increased by 6%, in line with the upper limit of 
the inflation band, as specified in MFMA Circular No 99 

• National and Provincial allocations as per the 2020 Division of Revenue Bill and the 
2020 Provincial Government gazette will be included in the budget 

• Due to limited revenue sources, ADM can only afford to subsidize R19 026 548 towards 
operations of ASPIRE. There is however a discrepancy on the subsidy amount which 
must be further investigated. 

• ADM has budgeted for service charges on the basis of billing in 2019/20 financial year, 
and has included a provision for bad debt of 80%. 

1 .2.3 Adequacy of the revenue management framework 

The Municipality’s operating revenue (excluding capital transfers and contributions) is projected 
to be R 1.56 billion in the 2020/21 financial year (a decrease of 16.1 per cent when compared 
to the 2019/20 Adjusted budget amount of R 1.86 billion) to R 1.645 billion in 2021/22 and a 
slight increase is anticipated in the outer year to R1.745 billion. It is noted that the forecasted 
growth in revenue is minimal at 5.4 per cent and 6.1 per cent in the two outer years 
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respectively, factors that contributed to this in the 2020/21 MTREF and the two outer years are 
illustrated in table 1 below. 


Table 1: Operating Revenue 


ASSUMPTIONS&CALCULATIONS 


2019/20 ■'WM 2020/21 





Audlted 

Audlted 

Audlted 

Orlglnal 

Adjusted 

Treasury 
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BudgetVear 

Treasury 

CalculaOon 

BudgetVear 

Treasury 

Calculatlon 

Budget 

Treasury 

Calculatlon 

% Change 

Budget 

% Change % Change % Change 

Rthousand 




Budget 

Budget 

tO 

t1 

Yeart2 


Assump % 




RevenueBvSource 













Seivicecharges-waterrevenue 

151922 

171528 

254 599 

377200 

397 647 

397 647 

280 012 

280 012 

296 813 

296 813 

314622 

314 622 

562% 

5.5% 

-29.6% 

6.0% 

6.0% 

Sen/icecharges-sanilaionrevenue 

66 €9 

85 873 

104 082 

157739 

157 812 

157 812 

140 541 

140 541 

148973 

148 973 

157 912 

157 912 

51.6% 

5.5% 

-10.9% 

6.0% 

6.0% 

Sen/icecharges-refuserevenue 

m 

4629 

5 584 

5965 

5968 

5968 

7 409 

7409 

7854 

7 854 

8325 

8 325 

6.9% 

5.5% 

24.2% 

6.0% 

6.0% 

Rentaiofkiifeandequipnient 

336 

308 

268 

2180 

641 

641 

318 

318 

350 

350 

385 

385 

139.5% 

5.5% 

-50.3% 

10.0% 

10.0% 

interestearned-extemaiinvestments 

15566 

6 723 

19 321 

5073 

20156 

20156 

17911 

17911 

18717 

18717 

19 559 

19 559 

4.3% 

5.5% 

-11.1% 

4.5% 

4.5% 

interestearned-outstanding debtors 

32 915 

11555 

65 599 

70928 

70 928 

70928 

93 056 

93056 

98639 

98639 

104558 

104 558 

8.1% 

5.5% 

31.2% 

6.0% 

6.0% 

Tiansfersandsubsidies 

741 023 

765 905 

788 895 

859259 

1 125275 

1 125275 

948 930 

948 930 

99 1 670 

991 670 

1 057 558 

1 057 558 

42.6% 

5.5% 

-15.7% 

4.5% 

6.6% 

Otherrevenue 

61565 

2 296 

3 576 

74 343 

81829 

81829 

72 226 

72226 

82018 

82 018 

82543 

82543 

2188.3% 

5.5% 

-11.7% 

13.6% 

0.6% 

GainsondisposaiofPPE 

17 577 

75 525 

117 849 



- 


- 


- 


- 

-100.0% 

5.5% 




TotalRevenuejexcludlng capltal 
transfers and contrlbutlons) 

1 091 807 

1 124 342 

1 359 773 

1 552 687 

1 860254 

1 860 254 

1 560 404 

1 560 404 

1 645035 

1 645 035 

1 745 462 

1 745 462 

36.8% 

5.5% 

-16.1% 

5.4% 

6.1% 


The transfers recognised operational are the main revenue source at 60 per cent of the 
operating revenue. The transfers recognised operational are R 949 million in 2020/21, increase 
to R 991 million in 2021/22 and increase to R 1.057 billion in 2022/23 financial year. The 
municipality is highly grant dependent for the funding of the operating budget and remains the 
largest source of revenue for the municipality. The transfers show an increase which is aligned 
to the CPI over the 2020/21 MTREF. 

The implications of the municipality being grant dependent are that with the current economic 
conditions and stagnant growth the municipality has to monitor its operating expenditure and 
limit non - priority spending to consider key service delivery objectives. Cost containment is a 
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key priority that needs to be consistently implemented by the municipality to properly administer 
and manage its finances. 

Service charges water revenue is the second largest source of operational income for the 
municipality at R 280 million, R 297 million and R 314 million in 2020/21,2021/22 and 2022/23 
financial years respectively. This is the largest trading service of the municipality, showing a 
decrease of 29.6 per cent in water revenue, compared to the adjusted budget of 2019/20. 
Service charges increase by 6 per cent in the two outer years of the MTREF. It should be noted 
that the cost of water bulk purchases is increasing at a greater rate than the growth in the 
service charges. It should be noted that this trading service has been operating at a deficit over 
the years. 

Service charges sanitation revenue is the third largest source of operational income for the 
municipality at R 141 million, R 149 million and R 158 million in 2020/21,2021/22 and 2022/23 
financial years respectively. This is the second largest trading service of the municipality, 
showing a decrease of 10.9 per cent in sanitation revenue, compared to the adjusted budget of 
2019/20. Service charges increase by 6 per cent in the two outer years of the MTREF. It should 
be noted that this trading service has been operating at a deficit over the years. 

The municipality should determine the cost of providing services and introduce inclining tariffs 
over the year to maintain the costs and indirect costs that are associated with the service. 
Service charges constitute 27 per cent of the total operating revenue of the municipality. The 
municipality has a collection rate of below 40 per cent which is significantly below the norm of 
95 per cent as guided by MFMA circular 71. The current economic outlook and the past trends 
on the performance of the municipality has shown a decline in the collection rate of the 
municipality affecting the financial sustainability of the budget of the municipality. 

As part of improving the collection rate on service charges the municipality will be charging 
interest on outstanding debtors which is the fourth largest source of operating revenue, 
projected at R 93 million, R 99 million and R 104 million for 2020/21, 2021/22 and 2022/23 
financial years respectively. This is an indication of the low collection rate of the municipality 
and compared to the audit performance, the growth is too high compared with the audited 
outcomes of the prior three financial years. The municipality’s debt book is rising over the years 
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and the growth of this revenue stream in the 2020/21 financial year was by 31.2 per cent, with 
a collection rate of below 30 per cent as at 2019/20 mid-year performance the municipality will 
not be able to achieve a high collection rate of this revenue stream in terms of the cash flow 
statement which therefore means no corresponding expenditure should be budgeted against 
this revenue stream. 

Other revenue is the fifth largest source of income for the municipality at R 72.2 million or 5 per 
cent of the operating revenue; it increases to R 82 million in the 2021/22 financial year then 
increase to R 82.5 million in the 2022/23, indicating a growth of 4.5 per cent and 6.6 per cent 
respectively. This revenue stream declined by 11.7 per cent when compared to the 2019/20 
adjusted budget and is showing a significant growth of 13.6 per cent in the second year of the 
MTREF. 

The total operating revenue of the municipality has decreased by 16.1 per cent in comparison 
to the 2019/20 adjusted budget of R 1.8 billion and decreased to R1.5 billion for the 2020/21 
financial year. The major contributing factor is the decrease in service charges revenue, 
interest to be earned from external investments, operational grants and other revenue. 



Graph 1: Increase in Own Revenue, Own Revenue as % of Total Revenue 

The above graph shows that annual increase in own revenue has been declining over the 
years from the 2016/17 financial year onwards. It can be noted that the increase in own 
revenue over the 2020/2021 MTREF is below 10 per cent and hence a reliance on operating 
grants. Total own revenue over the years not been growing as a percentage of total revenue, 
and it should be further noted that it been below 40 per cent over the audited outcomes as well 
asthe 2020/21 MTREF. 
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Graph 2: Collection Rate 



liquidity position of the municipality. From the above graph it can be noted that the collection 
rate of the municipality has been below the norm of 95 per cent as per MFMA circular 71. The 
budgeted actual collection rate as per the cash flow statement is below 60 per cent throughout 
the MTREF and the prior audited years which is an inclusion of the arrear debtors. 

1 .2.4 Adequacy of the expenditure management framework 


Table 2: Operating Expenditure 
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Audited 

Audited 
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Treasury 
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Treasury 
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Treasury 

Budget 

Treasury 
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Budget 
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+0 

Caicuiation 

+1 

Caiculation 

Yeart2 
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Employeerelatedcosls 

629 008 

749 884 

728 885 

737 350 

772 479 

772 479 

815 852 

815 852 

873164 

873 164 

938 003 

938 003 

6.0% 

5.5% 

5 

6% 

7.0% 

7.4% 

Remunerafaofcouncillors 

14 428 

15612 

16 497 

16 089 

17 058 

17 058 

16175 

16175 

17 323 

17323 

18553 

18 553 

3.4% 

5.5% 

■5 

2% 

7.1% 

7.1% 

Debtimpairment 

128 945 

162 267 

246 777 

159 782 

208 910 

328 548 

221 309 

271 391 

234 588 

260 881 

248 663 

246 606 

■15.3% 

5.5% 

5 

9% 

6.0% 

6.0% 

DepfeciaionSassetimpaimient 

111289 

107 270 

129 689 

162 567 

162 567 

162 567 

170 317 

170317 

187 349 

187 349 

206 084 

206 084 

25.4% 

5.5% 

4 

8% 

10.0% 

10.0% 

Financecharges 

24 635 

27 599 

26 003 

26 355 

13 686 

13 686 

13171 

13171 

14 058 

14058 

15005 

15 005 

47.4% 

5.5% 

■3 

8% 

6.7% 

6.7% 

Bulk pufchases 

91620 

92 359 

103 847 

97 079 

104 000 

104 000 

148 372 

148 372 

160657 

160 657 

173 960 

173 960 

0.1% 

5.5% 

42 

7% 

8.3% 

8.3% 

Otiermateiials 


73169 

141661 

- 

235 127 

235 127 

39 379 

39 379 

16 234 

16 234 

17809 

17 809 

66.0"% 

5.5% 

■83 

3% 

■58.8% 

9.7% 

Contractedsen/ices 

37101 

41939 

37 052 

69 422 

71118 

71118 

130 634 

130 634 

125331 

125 331 

133 768 

133 768 

91.9"% 

5.5% 

83 

7% 

4.1% 

6.7% 

Transfersandsuhsidies 

12 521 

13 500 

15 526 

20 358 

19 654 

19 654 

19 027 

19 027 

19 902 

19902 

20 817 

20 817 

26.6% 

5.5% 

■3 

2% 

4.6% 

4.6% 

Otierexpendiljre 

845 245 

268 272 

229 412 

214 723 

228 440 

228 440 

250 174 

250 174 

267 579 

267 579 

289 435 

289 435 

■0.4% 

5.5% 

9 

5% 

7.0% 

8.2% 

LossondisposalofPPE 

5 326 

907 

1180 



- 


- 


- 


- 

■100.0"% 

5.5% 





Tolal Expendilure 

1 900119 

1 552 776 

1 676 529 

1 503 724 

1 833 040 

1 952 678 

1 824 409 

1 874 491 

1916185 

1 942 478 

2062098 

2 060 041 

9.3% 

5.5% 

■0.5% 

5.0% 

7.6% 


The municipality’s operating expenditure has decreased slightly from R1.83 billion in 2019/20 to 
R1.82 billion in 2020/21 that is a 0.5 per cent decrease in expenditure. It is noted the 
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municipality’s expenditure is indicative of the following increases R 1.824 billion in 2020/21 and 
R 1.9 billion and R 2.062 billion over 2021/2022 and 2022/2023 financial years respectively. 
The major cost drivers over the 2020/21 MTREF evident from above are employee related 
costs, other expenditure, bulk purchases of water and debt impairment due to the low collection 
rate. 


Employee related costs increase to R815 million in 2020/21 from R 772 million and further 
increase to R873 million in 2021/22 financial year and increases in the 2022/23 to R938 million. 
The growth of the employee related costs in the two outer years of the MTREF is 7 per cent 
and 7.4 per cent in the two outer years respectively which is above the CPI. As part of its 
financial turnaround strategies, the municipality will review the organizational structure and no 
vacant posts will be budgeted for. The 2020/21 equitable share is R 896 million and the 
employee related costs are R 816 million which is 91 per cent of the total allocation. 


Graph 3: Employee Related Costs 

From the below graph it can be noted that employee related cost as percentage of total 
expenditure is at 46 per cent which is above the norm of 35 to 40 per cent as per MFMA 
circular 71. 



Other expenditure is at R 250 million, R 267 million and R 289 million 2020/21, 2021/22 and 
2022/23 financial years respectively indicating an increase of 9.5 per cent, then increases by 7 
per cent and decrease by 8.2 per cent in the two outer years of the MTREF. The increase in 
other expenditure over the 2020/2021 MTREF year is above the CPI as per MFMA circulars 98 
and 99. The municipality needs to continue with the implementation of the guide as provided in 
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terms of Circular 82 that directs how best to implement cost containment measures as the 
municipality has been adopting unfunded budgets for the past four financial years. 

Contracted services are increasing over the MTREF at R 130.6 million, R125 million and R133 
in the 2020/21 MTREF, this expenditure item has grown by 42.7 per cent in comparison with 
the 2019/20 adjustment budget. The expenditure grows by 8.3 per cent in the two outer years 
of the MTREF which is above the CPI of 5.5 per cent. Contracted services combined with 
employee related costs constitute 52.8 per cent of the total operating expenditure and R40 
million of the expenditure is for outsources services as provided in supporting table SA1. 

The municipality has made a provision for depreciation and asset impairment at R 170 million, 
R187 million and R 206 million in the 2020/21 MTREF. The budget for 2020/21 comprises the 
depreciation on all of the ADM’s assets including infrastructure and software. In the 2020/21 
MTREF, the depreciation is not cashed backed due to the depleted reserves, hence the budget 
deficit. It is encouraged for the municipality to provide finance for depreciation and establish a 
reserve for replacement and maintenance of its existing infrastructural assets. 

Debt impairment has been projected at R 221 million, R 234 million and R 248 million 2020/21, 
2021/22 and 2022/23 financial years respectively. The municipality is implementing a financial 
recovery plan with other strategies to increase its revenue base with specific focus on collection 
from businesses and government departments, the current budget shows an increase in debt 
impairment over the MTREF. It has been noted that the collection rate of the municipality as at 
2019/20 mid-year performance was below 30 per cent and that the trading services of the 
municipality are operating at a deficit which puts a further strain on the financial performance of 
the municipality. 

Bulk purchases are budgeted to increase over the MTREF as R 148 million, R 160 million and 
R 174 million in 2020/21,2021/22 and 2022/23 financial years respectively indicating an annual 
growth of 42.7 per cent in 2020/21 and 8.3 per cent for the two outer years of the MTREF. The 
increase in the service charges water revenue tariffs is below the increase in the tariffs of the 
bulk water purchases over the MTREF and a decline in the service charges was noted for the 
2020/21 financial year. This is an indication of the service being operated at a deficit coupled 
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with a decline in the collection rate which is below 40 per cent meaning that the financial 
viability of the municipality is compromised. 

The total operating expenditure decreased by 0.5 per cent from 2019/20 and 2020/21 financial 
years. The growth in contracted services, bulk purchases and other expenditure is of concern 
and poses a financial risk as the municipality has been adopting unfunded budgets over the 
years and not showing a desire in curbing expenditure growth by the municipality. 


Graph 4: Cost Drivers Operating Expenditure 



The above graph shows that employee related costs have been the major cost driver of the 
municipality over the years and has been increasing from the audited outcomes as well as the 
2020/21 MTREF. Other expenditure has also been noted to be increasing over the prior years 
but shows an action to control expenditure due to the decrease implemented by the 
municipality as from 2017/18 financial year. Bulk purchases are the third largest cost driver of 
the municipality and the municipality currently owes the Water Board as one of its major 
creditors and has a payment agreement for the payment of the amount owed which has a 
bearing on the working capital requirements of the municipality. 

1.2.5 Adequacy of the capital budget and its source(s) of funding 
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Amathole District municipality is mandated to provide water and sanitation services to the 
community. According to supporting tables SA6, SA36 of the final budget, the municipality has 
reconciled the capital expenditure to table A5 and SA6 it was noted that table SA36 does not 
fully reconcile to these two tables in total. It should be noted that in table SA36 the municipality 
did breakdown to detail the list of all projects as required. The IDP documentation submitted by 
the municipality is listing capital projects for the MTRF with the costing element. Therefore 
these projects do agree to the capital budget of the municipality as per table A5 and SA6, 
therefore the alignment of the budget and the IDP was determined. 

The municipality’s capital budget amounts to R587 263 million for the 2020/21 financial year. 
The budget decreased by R200 000 when compared to R587 483 million in the 2019/20 
adjusted budget. The capital budget of the municipality increases to R 692 million in the 
2021/22 and increases to R 695 million in the 2022/23 financial years respectively. In 
comparison to the prior years audited outcomes of the municipality has shown growth in the 
transfers and the major source funding is from grant funds. 


Table 3 Capital Expenditure 


DC12 - Amathole 

Description 

R thousand 

T able A5 Budgeted Capita 

2016/17 2017/18 

Audited Audited 

Outcome Outcome 

1 

2018/19 

Audited 

Outcome 

2019/20 

Original 

Budget 

CURRENT YEAR 

2019/20 2019/20 

Adjusted Full Year 

Budget Forecast 

2019/20 

Pre-audit 

outcome 

MEDIUMTERM REVENUE& 

2020/21 2021/22 2022/23 

Budget 

Budget Budget 

Year 

Year +1 Year +2 

+0 

Caoital Exoenditure • Functional 


1 1 

Governance and administration 

14 665 

566 

200 

47 463 

27115 

27115 

27115 

1 056 

1 056 

1 056 

Executive and council 

44128 

586 

200 

46 463 

26 612 

26 612 

26 612 




Finance and administration 

(29 463) 



1 000 

503 

503 

503 

1 056 

1 056 

1 056 

Inlemal audit 











Community and public safety 

150 

2152 

657 

1 500 

- 

- 

- 

5 505 

- 

- 

Community and social services 


2152 

657 





250 

- 

- 

Public safety 

20 







4140 

- 

- 

Health 

130 



1 500 

- 

- 


1 115 

- 

- 

Economic and environmental services 

- 

- 

145 

- 

100 

100 

100 

17 632 

17 632 

17 632 

Planning and development 



145 

- 

100 

100 

100 

17 632 

17 632 

17 632 

Trading services 

17 365 

370 291 

334617 

610 693 

560 268 

560 268 

560 268 

563 070 

673 834 

676 954 

Energy sources 











Water management 

17 255 

360 806 

333 890 

610 693 

468 808 

468 808 

468 808 

496 590 

597 789 

595 041 

Waste water management 

110 

9485 

727 


91459 

91459 

91459 

66 479 

76 044 

81 913 

Waste management 











Other 











Total Capital Expenditure - Functional 

32180 

373 029 

335 620 

659 656 

587 483 

587 483 

587 483 

587 263 

692 522 

695 642 


The municipality’s capital budget focuses on water and sanitation services as the major trading 
services. Almost the entire budget is funded from conditional grants. Amathole District 
municipality will not be acquiring any long-term borrowing for capital expansion. The 
municipality has allocated 23.4 per cent of its capital budget for the renewal of its existing 
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assets which is below the norm of 40 per cent as guided by MFMA circular 71. A noticeable 
observation and concern is the provision of repairs and maintenance at less than 1.2 per cent 
to the capital expenditure which is way below the norm of 8 per cent as per MFMA circular 71. 
Provincial Treasury has noted that the capital expenditure is 96 per cent per cent funded from 
conditional grants. The municipality has allocated R 24 million from internally generated funding 
for the capital expenditure, the municipality has been adopting unfunded budgets for the past 
years and is not encouraged to use own revenue sources for funding capital expenditure until 
when the municipality is able to generate cash backed reserves to fund the capital expenditure. 


Graph 5: Annual Capex Funding 

The graph shows the value of capital expenditure budget and the actual transfer from national 
government. Amathole District municipality is highly grant dependent on national government 
for funding its capital budget and own revenue and has no other resources to maintain its 
funding mix. 



The table below shows the bulk of the budget is under the trading services of water and 
sanitation since the municipality is mandated to provide these services to the communities. The 
IDP documentation is indicating that the municipality still has service delivery backlogs existing 
in the communities hence the channelling of the bulk of the budget towards new assets and 
less provision for the renewal and maintenance of the existing assets to maintain their service 
delivery capacity. 


Graph 6: Capital Expenditure by Functional Classification 
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1.2.5.1 Capital Funding 


The highest source of capital finance for the Municipality is consistently the national 
government transfers which accounts for almost 96 per cent of the capital budget. The analysis 
below indicates the municipality is grant dependent and the trend is noted in the two outer 
years. The municipality has made a provision for internally generated funding which amounts to 
R 24 million in comparison to R 27 million in the prior year. It should be noted that the grant 
dependency for capital funding of the budget continues to reflect almost 100 per cent and 
operating grants at 60 for operational as a percentage of own revenue per cent as shown in 
graph 7 and 8. The grant dependency of the municipality reflects no anticipated growth; the 
municipality is advised to increase its revenue base to generate sufficient revenue to finance its 
operations. 

Table 4 below hlghllghts the Munlclpallty’s fundlng mix. 
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DC12-Amathole 

Description 

Rthousand 

TabieASBudgetedCapita 

2016/17 2017/18 

Audited Audited 

Outcome Outcome 

2018/19 

Audited 

Outcome 

2019/20 

Originai 

Budget 

CURRENT YEAR 

2019/20 2019/20 

Adjusted Fuii Year 

Budget Forecast 

2019/20 

Pre-audit 

outcome 

MEDiUMTERM REVENUE& 

2020/21 2021/22 2022/23 

Budget 

Budget Budget 

Year 

Year +1 Year +2 

+0 

Funded bv: 











Nationai Govemment 

32180 

372229 

335 159 

610693 

560471 

560471 

560471 

563 120 

673884 

677004 

T ransfers recognised ■ capitai 

32180 

372229 

335 159 

610693 

560 471 

560471 

560 471 

563 120 

673884 

677004 












Borrowing 











internaiiygeneratedfunds 


800 

461 

48963 

27012 

27012 

27 012 

24143 

18638 

18638 

Totai Capitai Funding 

32180 

373029 

335620 

659656 

587 483 

587 483 

587 483 

587 263 

692522 

695642 

Calculations 












2016/17- 

2017/18- 

2018/19- 

2019/20- 

2019/20- 

2019/20- 

2019/20- 

2020/21- 

2021/22- 

2022/23- 


Aud 

Aud 

Aud 

0/Bud 

A/Bud 

FYF 

P/Aud 

Bud 

Bud 

Bud 

Transfers Capital 

100.0% 

99.8% 

99.9% 

92.6% 

95.4% 

95.4% 

95.4% 

95.9% 

97.3% 

97.3% 

Publt contrlbutlons & donations 

0.0% 

0.0% 

0.0% 

0.0% 

0.0% 

0.0% 

0.0% 

0.0% 

0.0% 

0.0% 

Bonowing 

0.0% 

0.0% 

0.0% 

0.0% 

0.0% 

0.0% 

0.0% 

0.0% 

0.0% 

0.0% 

Intemally Generated Funds 

0.0% 

0.2% 

0.1% 

7.4% 

4.6% 

4.6% 

4.6% 

4.1% 

2.7% 

2.7% 


Graph 7: Funding Mix Capitai Expenditure 


120 . 0 % 



Graph 7 - CAPEX Funding Mix- % 


Internally Generated 
Funds 

M Borrowing 


■ Public contributions & 
donations 

■ Transfers Capitai 


Graph 8: Grant Dependency 
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Graph 8 - Grant Dependency-% 


— • Transfers Operational 
as % of Total Revenue 

Transfers Capex as % 
of Funding 


1.3 Establish the level of funding the budget 
1.3.1 Financial Performance - Table A4 


Table 5: Financial Performance 
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DC12-Ainathole TableA4Budget«IFinancial CURRENTYEAR MEDIUM TERM REVENUE & EXPENDITURE FRAMEWORK ASSUMPTIONS & CALCULATIONS 


Description 

2016/17 

2017/18 

2018/19 

2019/20 

2019/20 

2019/20 

2020/21 

2020/21 

2021/22 

2021/22 

2022/23 

2022/23 

2019/20 

2020/21 

2020/21 

2021/22 

2022/23 

Rthousand 

Auditcd 

Auditcd 

Auditcd 

Originai 

Adjusted 

Treasury 

Budget 

Treasury 

Budget 

Trcasury 

Budget 

Trcasury 

% Change 

Budgct 
Assump % 

%Changc %Changc %Change 

Outcome 

Outcomc 

Outcomc 

Budget 

Budget 

Caicuiation 

tO 

Caicuiation 

Year-H 

Caicuiation 

Ycar+2 

Caicuiation 





RcvenueBvSource 













Seivicecharges-walerrevenue 

151922 

171 528 

254 599 

377 200 

397 647 

397 647 

21012 

21012 

296 813 

21813 

314 622 

314 622 

12% 

5.5% 

■29.6% 

6.0% 

6.0% 

Seivice charges ■ sanitalion revenue 

66459 

85873 

104 082 

157 739 

157 812 

157 812 

140 541 

140 541 

148 973 

148 973 

157 912 

157 912 

51.6% 

5.5% 

■10.9% 

6.0% 

6.0% 

Seivice charges ■ relise levenue 

4445 

4 629 

5 584 

5 965 

5 968 

5 968 

7 409 

7 409 

7 854 

7 854 

8 325 

8 325 

6» 

5.5% 

24.2% 

6.0% 

6.0% 

Renlai offciiiies and equipmenl 

336 

308 

268 

2180 

641 

641 

318 

318 

31 

31 

15 

15 

139.5% 

5.5% 

■1.3% 

10.0% 

10.0% 

inteiesteamed ■ exlemal inveslmenls 

15 566 

6 723 

19 321 

5 073 

20156 

20156 

17911 

17911 

18717 

18717 

19559 

1951 

4.3% 

5.5% 

■11.1% 

4.5% 

45% 

inteiesteamed^oilslandingdeblDrs 

32 915 

11555 

65599 

70 928 

70 928 

70 928 

93 01 

93 01 

98 639 

161 

104 51 

104 51 

8.1% 

5.5% 

31.2% 

6.0% 

6.0% 

Tiansfers and subsidies 

741023 

765905 

788 895 

859 259 

1 125 275 

1 125 275 

948 91 

948 930 

991 670 

991 670 

1 05751 

1 05751 

42.6% 

5.5% 

■15.7% 

4.5% 

6.6% 

Other revenue 

61565 

2 296 

3 576 

74 343 

81829 

81829 

72 226 

72 226 

82 018 

82 018 

82 543 

1543 

211.3% 

5.5% 

■11.7% 

13.6% 

0.6% 

GainsondisposaiofPPE 

17 577 

75525 

117 849 



- 


- 


- 


- 

■11.0% 

5.5% 




Totai Rcvenue (exciuding capitai 
transfers and contributions) 

1 091 807 

1 124342 

1 359 773 

1 552 687 

1 860 254 

1 860 254 

1 560 404 

1 560 404 

1 645 035 

1 645035 

1745462 

1745462 

36.8% 

5.5% 

■16.1% 

54% 

6.1% 

ExoenditureBvTvoe 


















Employee lelaled cosls 

629008 

749 884 

728 885 

737 350 

772 479 

772 479 

815 852 

815852 

873 164 

873 164 

9113 

9113 

6.0% 

5.5% 

5.6% 

7.0% 

7.4% 

Remunerafonofcouncilois 

14428 

15612 

16 497 

16 089 

17 058 

17 058 

16175 

16175 

17 323 

17 323 

1813 

1851 

3.4% 

5.5% 

■52% 

7.1% 

7.1% 

Deblimpairment 

128945 

162267 

246 777 

159 782 

208910 

328 548 

221 309 

271 391 

234 51 

2111 

248 13 

246 606 

■15.3% 

5.5% 

59% 

6.0% 

6.0% 

DepreciaionSasselimpairmenl 

111289 

107270 

129 689 

162 567 

162 567 

162 567 

170 317 

170 317 

187 349 

187 349 

21084 

21084 

25.4% 

5.5% 

4.8% 

10.0% 

10.0% 

Finance charges 

24635 

27 599 

26 003 

26355 

1361 

1361 

13171 

13171 

1401 

1401 

1515 

1515 

47.4% 

5.5% 

■3.8% 

6.7% 

6.7% 

Buik purchases 

91620 

92 359 

103 847 

97 079 

104 000 

104 000 

148 372 

148 372 

11657 

11657 

173 960 

173 91 

0.1% 

5.5% 

42.7% 

8.3% 

8.3% 

Othermateiiais 


73169 

141661 

- 

235 127 

235127 

39 379 

39 379 

16 234 

16 234 

1719 

17809 

1.0% 

5.5% 

■1.3% 

■1.8% 

9.7% 

Conlracled seivices 

37101 

41939 

37052 

69422 

71118 

71118 

11634 

11634 

125 331 

125331 

1171 

1171 

91.0% 

5.5% 

1.7% 

4.1% 

6.7% 

Tiansfers and subsidies 

12521 

13 500 

15 526 

20 358 

19 654 

19 654 

19 027 

19 027 

1912 

19 902 

20 817 

20 817 

26.6% 

5.5% 

■3.2% 

4.6% 

4.6% 

Otherexpendituie 

845 245 

268272 

229412 

214 723 

228 440 

228 440 

21174 

21174 

267 579 

267 579 

21435 

2141 

■0.4% 

5.5% 

9.5% 

7.0% 

8.2% 

LossondisposaiofPPE 

5 326 

907 

1180 



- 


- 


- 


- 

■110% 

5.5% 




Totai Expenditure 

1 900 119 

1 552 776 

1 676 529 

1 503 724 

1 833 040 

1 952 678 

1 824 409 

1 874 491 

1916185 

1 942 478 

2 062 098 

2 060 041 

9.3% 

5.5% 

■0.5% 

50% 

7.6% 



















Surplusl|Deficit) 

1808312) 

(428434) 

(316 756) 

48963 

27 214 

(92 423) 

(264005) 

(314087) 

(27111) 

(297443) 

(316636) 

(314 579) 

■108.6% 


■1070.1% 

2.7% 

16.8% 


The budget for Amathole District municipality for the 2020/21 MTREF reflects that the 
municipality has budgeted for a deficit for all the years of the MTREF: R 264 million in 2020/21, 
R 271 million in 2021/21 and R 316 million the 2022/23. It should be noted that based on the 
prior year audited outcomes the municipality has reported on deficit budgets. The following has 
been noted on the municipality’s performance. 

4- In the 2020/21 financial year operational expenditure has declined by 0.5 per cent whilst 
the operating revenue has decreased by 16.1 per cent. The municipality is trading its 
services at a loss and does not have sufficient cash to cover its operations. 

4- The municipality is highly grant dependent for the funding of the operating budget and 
the capital budget 
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■4- The budgeted operating expenditure is higher than the anticipated operating revenue 
and the municipality has not complied with section 18 of the MFMA. 

■4- The municipality has a collection rate of below 40 per cent that is below the norm of 95 
per cent. 

4- Other expenditure is growing over the MTREF at a rate above the CPI which is in 
contrary to budget circular 99. 

4- Employee related costs constitute 46 per cent of the total operating expenditure which 
is above the norm of 35 to 40 per cent as per circular 71. 

4- The increase in the cost of the bulk water purchases is greater than the rate of tariff 
increases for the water and sanitation services 

4- The provision for debt impairments is growing over the 2020/21 MTREF and has grown 
when compared to the past audited outcomes which is an indication of a decline in the 
collection rate. 


Graph 9: Surplus/Deficit 




Graph 9- Surplus/Deficit, Own Revenue &Tot Operational Exp - 'ROOO" 

202^ 

2021, 

202C 

2019; 

20] 

20] 

201 

/ 23-1 

r22-T 

r20-Treas ^JJJJJ. 

■ Total Operational Exp 

Own Revenue 

■ Surplus/(Deficit) - A4 

(1 000 000 ) 1 000 000 3 000 000 

Thousands 


The graph above shows that the operational expenditure of the municipality is greater than the 
own revenue sources to be generated by the municipality. This is an indication that the 
municipality is grant dependent for the funding of the operating budget. The following can be 
observed: 

Operational expenditure is growing at a faster rate than own revenue over the 
MTRF;and 
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The municipality’s own revenue growth indicates growth at less than 10 per cent in the 
outer years with a decrease in the current year 

The municipality’s operational grant transfers indicate a relative decrease 15.7 per cent 
between the 2019/20 financial year and the 2020/21 draft budget. 

Graph 10 below is an indication that the municipality has not been performing well with regards 
to the collection of the outstanding trade receivables. The following was observed: 

Consumer debtors are growing over the years and the growth of the debtors is greater 
than the revenue growth of service charges of the municipality. 

The graph below is an indication that the collection rate of the municipality will continue 
to decline due to the increase in consumer debtors, the municipality needs to align its 
plans it has about the implementation of the financial turnaround strategy, as the gross 
debtors continue to grow over its annual service charges. 


Graph 10: Gross Debtors 



1.3.2 Financial Position- Table A6 

The financial position of Amathole District Municipality is reflected in table 6 below 
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DC12 - Amathole 

Table A6 Budgeted Financial Position 

CURRENT YEAR 

MED 

lUM TERM REVENUE & EXPENDITURE FRAMEWORK 

Description 

2016/17 

2017/18 

2018/19 

2018/19 

2019/20 

2019/20 

2019/20 

2020/21 

2020/21 

2021/22 

2021/22 

2022/23 

2022/23 

R thousand 

Audited 

Audited 

Audited 

AFS Totals 

Original 

Adjusted 

Treasury 

Budget 

T reasury 

Budget 

T reasury 

Budget 

T reasury 

Outcome 

Outcome 

Outcome 

Budget 

Budget 

Calculation 

+0 

Calculation 

Year +1 

Calculation 

Year +2 

Calculation 

ASSETS 


1 

Current assets 














Cash 

167 557 

156 028 

165 333 

200 299 

214 045 

95 243 

104 308 

20 041 

- 

- 

- 

- 

- 

Call invesfrnent deposits 


33 932 

34 966 

- 



- 


- 


- 


- 

Consumer debtws 

120 518 

170 853 

314 367 

303 960 

579 020 

571 252 

303 960 

583 924 

303 960 

597 157 

303 960 

609 923 

303 960 

Other debtors 

4 754 

4 029 

5131 

8 490 

8 464 

8 464 

8 369 

8 464 

8 369 

8 845 

8 369 

9 243 

8 369 

Current portion of long-term receivables 


656 

120 

- 



- 


- 


- 


- 

Inventory 

9 222 

4 054 

24 820 

24 820 

8 930 

24 820 

24 820 

28 758 

24 820 

30 381 

24 820 

32 162 

24 820 

Total current assets 

302 052 

369 551 

544 737 

537 569 

810 459 

699 779 

441 457 

641 187 

337 150 

636 383 

337 150 

651 328 

337 150 

Non current assets 














Long-twm receivables 

1 711 

1 711 

1 711 

- 

1 711 

1 711 

- 

1 711 

- 

1 711 

- 

1 711 

- 

Investments 


2 000 

2137 

- 

2 000 

2137 

- 

2 137 

- 

2 137 

- 

2 137 

- 

Investmentproperty 

152122 

151 082 

150 724 

150 724 

172 735 

150 277 

150 724 

149 784 

150 724 

149 242 

150 724 

148 646 

150 724 

Investment in Assxiate 

1 

- 

- 

- 


1 

- 

- 

- 


- 


- 

Property, plant and equipment 

4 679 047 

4 428 204 

4 641 382 

4 641 382 

6 329 907 

5 053 996 

5 066 298 

5 469 203 

5 483 243 

5 974 226 

5 988 416 

6 465 383 

6 477 973 

Biological 


- 

- 

- 



- 


- 


- 


- 

Intangible 

49 628 

39 400 

26 550 

26 550 

133 964 

39132 

26 550 

41 364 

26 550 

42 055 

26 550 

41 052 

26 550 

Other non-current assets 

400 

400 

400 

4 248 

349 

400 

4 248 

400 

4 248 

400 

4 248 

400 

4 248 

Total non current assets 

4 882 909 

4 622 796 

4 822 904 

4 822 904 

6 640 666 

5 247 654 

5 247 820 

5 664 599 

5 664 765 

6 169 771 

6 1 69 938 

6 659 329 

6 659 496 

TOTAL ASSETS 

5 184 961 

4 992 347 

5 367 641 

5 360 472 

7 451 125 

5 947 433 

5 689 277 

6 305 786 

6 001 915 

6 806154 

6 507 087 

7 310 657 

6 996 645 

LIABILITIES 

Current llabiljties 














Bank overdraft 




- 



- 

- 

69 425 

(18 645) 

198 054 

(73 999) 

321 437 

Borrowing 

148 

144 

4 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

Consumer deposits 

2 990 

3 018 

3 056 

3 056 

3 288 

3 288 

3 056 

3 436 

3 056 

3 591 

3 056 

3 753 

3 056 

Trade and otho’ payables 

461 967 

548 235 

676 990 

667 005 

634167 

387 587 

527 762 

457 587 

521 941 

527 587 

522 044 

597 587 

525 793 

Provisions 

13 796 

115 378 

128 513 

- 

75 285 

170 991 

- 

188 230 

- 

206 211 

- 

225 758 

- 

Total current liabilities 

478 901 

666 775 

808 563 

670 061 

712 741 

561 867 

530 818 

649 254 

594 423 

718 744 

723 155 

753 100 

850 287 

Non current liabilities 














Borrowing 

1 961 

973 

2 543 

2 543 

328 

2 530 

2 543 

2 644 

2 543 

2 644 

2 543 

2644 

2 543 

Provisions 

263 544 

239 471 

169 563 

169 563 

378 914 

171 685 

169 563 

188 230 

169 563 

206 211 

169 563 

225 758 

169 563 

Total non current liabilities 

265 506 

240 444 

172106 

172 106 

379 242 

174 215 

172 106 

190 875 

172 106 

208 855 

172 106 

228 403 

172106 

TOTAL LIABILITIES 

744 407 

907 219 

980 669 

842 167 

1 091 982 

736 083 

702 924 

840 129 

766 528 

927 599 

895 260 

981 503 

1 022 393 

NET ASSETS 

4 440 554 

4 085 127 

4 386 972 

4 518 306 

6 359 1 42 

5 211 351 

4 986 353 

5 465 657 

5 235 386 

5 878 555 

5 611 827 

6 329 155 

5 974 252 

COMMUNITY WEALTH/EQUITY 














Accumulated Surptus/{Deficit) 

4 440 554 

4 085 127 

4 386 972 

4 389 793 

6 359 142 

5 211 351 

4 857 840 

5 465 657 

5 1 06 873 

5 878 555 

5 483 314 

6 329 155 

5 845 739 

Reserves 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

Minority Interest 




- 



- 


- 


- 


- 

TOTAL COMMUNITY WEALTH/EQUITY 

4 440 554 

4 085 127 

4 386 972 

4 389 793 

6 359 1 42 

5 211 351 

4 857 840 

5 465 657 

5 106 873 

5 878 555 

5 483 314 

6 329 155 

5 845 739 


The total debtors in relation to the 2020/20 financial year are projected at R 583 million. The 
total outstanding debtors have increased significantly in comparison to the audit figures for 
2018/19 financial year of R 314 million. The municipality on the audited financial statements of 
2018/19 financial year made a provision for accumulated debt impairment to the value of R 994 
million on the gross consumer debtors balance of R 1.3 billion, therefore the municipality needs 
to consider the writing off the outstanding debt, The total creditors for the 2020/21 financial year 
amount to R457 million increasing over the MTREF to R 527 million, R597 million in the 
2021/22 and 2022/23 financial years respectively. The growth in the creditor’s balances gives 
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an impression in the growth in the expenditure trends of the municipality as noted with the 
growth of the other expenditure, contracted services and bulk purchases over the years. 

The budgeted current ratio of the municipality over the MTREF is as follows 0.99, 0.89 and 
0.86 for the three years of the MTREF respectively. The current ratio of the municipality 
remains constant without really improving over the MTREF as shown in graph 11 .The National 
Treasury Norm is between: 1.5 to 2:1. The current ratio of the municipality has been below the 
norm over the years as noted below. A ratio of below 1.0: 1 is indicative of the municipality's 
inability to meet liabilities. 

The second ratio is similar to the first but excluding debtors from the current assets to indicate 
the impact of outstanding debtors on this ratio - if this ratio is substantially lower than the ratio 
including debtors and is combined with a collection rate of below 95% as indicated in graph 11 
the municipality may expect imminent cash flow problems as currently the municipality has 
liabilities ageing over a year and has not been complying with section 65 of the MFMA in 
regards to payment of suppliers due to cash flow challenges. 

Graph 11: Current Ratio 



Graph 11 Current Ratio 


— • Current Ratio 


Current Ratio - 
Excluding Debtors 
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1.3.3 Cash flow- Table A7 

The cash flow projection of the municipality has been re-calculated to take into account other 
variables such as past trends, the average collection rate and other commitments. The overall 
assessment of the 2020/21 budget of Amathole District municipality is a budget that is not 
adequately funded over the MTREF. We have however, recalculated the cash forecast and will 
advise the municipality to take into account the following factors: 


DC12-Amathole 

T able A7 Budgeted Cash Flows 


CURRENT YEAR 

ME[ 

)IUM TERM REVENUE & EXPENDITURE FRAMEWORK 

Description 

2016/17 

2017/18 

2018/19 

2018/19 

2019/20 

2019/20 

2019/20 

2020/21 

2020/21 

2021/22 

2021/22 

2022/23 

2022/23 

R thousand 

Audited 

Outcome 

Audited 

Outcome 

Audited 

Outcome 

AFS Totals 

Original 

Budget 

Adjusted 

Budget 

Treasury 

Calculation 

Budget 

Year 

+0 

T reasury 

Calculation 

Budget 

Year +1 

T reasury 

Calculation 

Budget 

Year+2 

T reasury 

Calculation 

CASH FLOW FROM OPERATING ACTIVITIES 


1 

Receipts 














Properfy rates 




- 



- 

- 

- 

- 

- 

- 

- 

Senrice charges 

76984 

49 457 

118 286 

56 040 

381121 

283 830 

316177 

213 981 

260509 

226 820 

303 754 

240 429 

351 250 

Otherrevenue 

61 533 

3450 

4 076 

4 076 

76 524 

76 237 

70099 

68 676 

61663 

78 267 

70 013 

78 581 

70489 

Govemment-operating 


785 114 

770 932 

- 

859 259 

1 125 275 

1 125 275 

948 930 

948930 

991 670 

991 670 

1 057 558 

1 057 558 

Govemment - capilai 

1 173 817 

577 944 

613130 

1 335 365 

543 037 

395 484 

560 471 

501 884 

563 120 

600491 

673 884 

603603 

677 004 

Interest 

48481 

18 278 

19 337 

84 783 

76 001 

48 527 

20156 

83 050 

17 911 

107 493 

18717 

124117 

19559 

Dividends 




- 



- 

- 

- 

- 

- 

- 

- 

Payments 














Suppliers and employees 

(1 028 777) 

(1 019453) 

(1 155 541) 

(1 170 837) 

(1 134 663) 

(1 568 223) 

(1 567 466) 

(1 333449) 

(1 406406) 

(1 390 288) 

(1 460 185) 

(1 501 528) 

(1 567 779) 

Finance charges 

(8178) 

(27 599) 

(26 003) 

(26 003) 

(26 355) 

(13 686) 

(13686) 

(13171) 

(13171) 

(14 058) 

(14058) 

(15 005) 

(15 005) 

Transfers and Grants 


(1 902) 

(2 781) 

(4 673) 

(20 358) 

(19 654) 

(19 654) 

(19 027) 

(19 027) 

(19 902) 

(19902) 

(20817) 

(20817) 

NET CASH FROM/(USED) OPERATING ACTIVITIES 

323 860 

385 288 

341 435 

278 751 

754 567 

327 789 

491 371 

450 875 

413 530 

580 493 

563 893 

566937 

572 258 

CASH FLOWS FROM INVESTING ACTIVITIES 














Receipts 














Proceeds on disposal of PPE 

265 

13 

167 

167 



- 

- 

- 

- 

- 

- 

- 

Decrease (increase) in non-current investments 

125 599 

(2 000) 


- 



- 

- 

- 

- 

- 

- 

- 

Payments 














Capital assets 

(281 079) 

(369 468) 

(331 118) 

(331118) 

(592 000) 

(422 699) 

(587 483) 

(526 077) 

(587 263) 

(619179) 

(692 522) 

(622 290) 

(695 642) 

NET CASH FROM/(USED) INVESTING ACTIVITIES 

(155 215) 

(371 455) 

(330951) 

(330 951) 

(592 000) 

(422 699) 

(587 362) 

(526 077) 

(587 263) 

(619179) 

(692 522) 

(622 290) 

(695 642) 

CASH FLOWS FROM FINANCING ACTIVITIES 














Receipts 














Shortterm loans 




- 



- 

- 

- 

- 

- 

- 

- 

Borrowing long term/relinancing 




62 645 



- 

- 

- 

- 

- 

- 

- 

Increase (decrease) in consumer deposits 

232 



38 



- 

- 

- 

- 

- 

- 

- 

Payments 














Repay ment of borrow ing 


(660) 

(144) 

(144) 



- 

- 

- 

- 

- 

- 

- 

NET CASH FROM/(USED) FINANCING ACTIVITIES 

(132 684) 

(660) 

(144) 

62 539 

- 

- 

- 

- 

- 

- 

- 

- 

- 

NET INCREASe (DECREASE) IN CASH HELD 

35 961 

13173 

10 340 

10 340 

162 567 

(94910) 

(95 991) 

(75 202) 

(173 733) 

(38 686} 

(128 629) 

(55 353) 

(123383) 

Cash/cash equivaients attheyear begin: 

131 365 

176786 

189 959 

189 959 

51478 

190 153 

200299 

95 243 

104 308 

20 041 

(69 425) 

(18 645} 

(198054) 

Cash/cash equivalents at the year end: 

167 326 

189 959 

200299 

200 299 

214 045 

95 243 

104 308 

20 041 

(69 425) 

(18 645) 

(198 054) 

(73999) 

(321 437) 


• Our average collection rate is 50 % based on the past performance of the municipality 
as per the audited outcomes, which is below the norm as per MFMA circular 71. 

• Graph 12 below is showing that the budget deficits of the municipality have been 
growing over the years and has an opposite relationship with the cash position of the 
municipality that is showing a negative cash position and is declining going forward. 
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This is evident of the cash flow constraints and the low current ratio. The cash 
equivalents have been positive but are declining over the years. 

• The rate of revenue growth over the MTREF is lower than the average rate of 
expenditure growth. 

• The receipts from service charges revenue has been budgeted to double more than the 
2018/19 audited outcomes of R 118 million and budgeted at R 213 million for 2020/21. 

• The municipality has budgeted to collect interest revenue receipts of R83 million 
compared to R 19.3 million from the 2018/19 audited outcomes which is unrealistic. 

• The municipality has not factored the R 24 million for the internal generated funding for 
the capital budget in its cash flow statement. 

• The gross debtors’ balances of the municipality are growing over the MTREF which is 
an indication of a low collection rate. 

• Graph 13 below is indicating that the creditor’s balances of the municipality over the 
years have been greater than the cash available as per the cash flow statement 
demonstrating that the municipality has cash flow problems and is unable to pay all its 
suppliers. 

Graph 12: Trend lines 
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Graph 13: Provision for Creditors 
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Graph 13 - Provision for Creditors - 'ROOO" 



— Cash/Cash 

equivalents at the 
Year End - A7 


>Trade Payables 


1.3.4 Application of Cash and Investments- Table A8 


The level of funding in respect of the 2020/21 budget of Amathole District municipality is 
reflected in table 8 below. 


DC12-Amathole TableASCash backed CURRENT YEAR MEDIUM TERM REVENUE& EXPENDITUREFRAMEWORK 


Description 

2016/17 

2017/18 

2018/19 

2019/20 

2019/20 

2019/20 

2019/20 

2019/20 

2020/21 

2020/21 

2021/22 

2021/22 

2022/23 

2022/23 


Audited 

Audited 

Audited 

Original 

Adjusted 

Treasury 

Full Year 

Pre-audit 

Budget 

T reasury 

Budget 

Treasury 

Budget 

Treasury 

R thousand 

Outcome 

Outcome Outcome 

Budget 

Budget 

Calculation 

Forecast 

outcome 

+0 

Calculation 

Year +1 

Calculation 

Year +2 

Calculation 

Cash and investments available 



Cash/cash equivalents at the year end 

167 326 

189 959 

200 299 

214 045 

95243 

104 308 

95 243 

95243 

20 041 

(69 425} 

(18 645) 

(198 054) 

(73 999) 

(321 437) 

Other current investments > 90 days 

232 

0 

(0) 

- 

0 

- 

0 

0 

- 

- 

37 290 

- 

147 997 

- 

Non current assets - Inveslments 

- 

2000 

2137 

2 000 

2137 

- 

2137 

2137 

2137 

- 

2137 

- 

2137 

- 

Cash and investments available; 

167 557 

191 959 

202 436 

216 045 

97 380 

104 308 

97 380 

97 380 

22178 

(69 425) 

20 782 

(198 054) 

76136 

(321 437) 

AoDlication of cash and investments 















U nspent conditional transfers 

50 802 

67 214 

111277 

- 

- 

40 785 

_ 


- 

40 785 

- 

40 785 

- 

40 785 

Unspent borrowing 

- 

- 

- 

- 

- 

- 

_ 


- 

- 

- 

- 

- 

- 

Statutory requirements 






(10 898) 




(10 958} 


(11 738) 


(11 848) 

Other working capitel requirements 

330 574 

373 700 

396 240 

242 447 

94 714 

327 882 

94 714 

94 714 

174 675 

322 062 

235448 

306 967 

301 234 

295 518 

Other provisions 






- 




- 


- 


- 

Long term investments committed 

- 

- 

- 

- 

- 

- 

- 


- 

- 

_ 

_ 

_ 

- 

Reserves to be backed by cash/investments 




29 000 


- 




- 


_ 


_ 

Total Application of cash and investments; 

381 375 

440 914 

507 517 

271 447 

94 714 

357 769 

94 714 

94 714 

174 675 

351 889 

235448 

336 014 

301 234 

324 456 

Surplus(shortfall) 

(213 818) 

(248 955) 

(305 081) 

(55402) 

2 665 

(253 462) 

2 665 

2 665 

(152 498) 

(421 314) 

(214 666) 

(534 068) 

(225 099) 

(645 893) 


The municipality will not be able to sustain itself over the MTREF based on the table above as 
it does not have adequate funding and reserves. The municipality is facing a high risk that it 
could run into cash flow challenges as it was noted that the budgeted operating expenditure 
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exceeds the operating revenue with the inclusion of non-cash items such as depreciation and 
debt impairment. As noted in the statement of financial position the municipality’s current ratio 
is below the norm as per the National Treasury guidelines and the current collect rate of the 
municipality is below the norm of 95 per as per circular 71. 

The budget of the municipality is therefore not sustainable over the long-term, with the deficits 
growth over the years and no cash backed reserves to finance the municipality’s operations. 
With the absence of grant funding from National Treasury, the municipality will not be in a 
position to fund its commitments and fulfil its obligations. The budget of the municipality is 
therefore not sustainable over the long-term, an indication of low own revenue streams, 
growing gross debtors balances and the inability for the cash and cash equivalents to cover the 
growing creditors balances: 

The municipality has a low cash position as per the cash flow statement 

Based on Graph 13 the municipality has a negative cash position after the application of 
cash and investments. 

As per Graph 14 the above cash balances of the municipality are lesser than the trade 
payables available for the municipality. The municipality's current and liquidity ratios are 
below the norm as guided by MFMA circular 71. 

2 Relevance 

2.1 Budget Alignment to IDP 

In terms of the budget tables submitted by the municipality, there is proper alignment between 
table A4 and supporting tables SA4 and SA5 and this reflects operating revenue and 
expenditure. The budget tables are in alignment in terms of the amounts. 

In relation to the capital budget, table A5 is aligned to supporting table SA6 and SA36. The 
municipality has reconciled the capital expenditure to table A5 and the three tables agree in 
total. It should be noted that in table SA36 the municipality did breakdown to detail the list of all 
projects as required. The IDP documentation submitted by the municipality is listing capital 
projects for the MTRF with the costing element. Therefore these projects do agree to the 
capital budget of the municipality as per table A5, therefore the alignment of the budget and the 
IDP was determined because the individual projects are reflected on table SA36. 


Page 30 of 38 



“Annexure X” 


2.2 Budget Alignment to national programmes 

Based on the IDP and budget document, it was noted the IDP of the municipality was reviewed 
and revised for the 2020/21 financial year. The objectives that are on the IDP of the 
municipality have been linked to the National and Provincial Priorities. The IDP objectives are 
further broken down into detailed projects that the municipality will be embarking on and have 
been projected into the MTREF period. 

The following National programs informed the IDP process: 

4- State of the Nation Address (SONA) 

4- State of the Province Address (POSA) 

4- State of the District Address (SODA) 

4- State of Local Government in South Africa 

4- Municipal Demarcation Board Reports 

4- Municipal Powers & Functions 

4- ANC Manifesto 

4- ANC January 8th Statement 

4- King III Report & Code on Good Governance for South Africa 
4- 12 Outcomes of Government - Role of Local Government 
4- Back to Basics 

National Development Plan 

The National Development Plan (NDP) is an overarching long term plan of the country. It was 
adopted by government in 2012. The National Development Plan is aimed to eliminate poverty 
and reduce inequality and unemployment by 2030. The NDP further states that South Africa 
can achieve these goals by working with its people, growing an inclusive economy, building 
capabilities, enhancing the capacity of the state, and promoting leadership and partnerships 
throughout society. 


Page 31 of 38 


“Annexure X” 

The municipality's 5 key performance areas (KPAs) are aligned with the Sustainable 
Development Goals (SDGs), National Development Plan (NDP) and Provincial outcomes and 
priorities. 

2.3 Budgetary provision for funded provinciai and nationai Priorities 

Based on the IDP and budget document, it was noted the IDP of the municipality was reviewed 
and revised for the 2020/21 financial year. The objectives that are on the IDP of the 
municipality have been linked to the National and Provincial Priorities. The IDP objectives are 
further broken down into detailed projects that the municipality will be embarking on and have 
been projected into the MTREF period. The costing of these projects was determined on the 
IDP document of the municipality with the inclusion of the projects that the sector departments 
will be implementing in Amathole District Municipality over the MTREF. 

3 Sustainability 

Provincial Treasury's assessment on funding compliance for 2020/21 and the two outer years 
indicates that the budget is not sustainable. The budget of the municipality is therefore not 
sustainable over the long-term, this is indicative in its funding measurement due to the low own 
revenue streams, ineffective debt management and a low collection rate. The municipality has 
prepared an unfunded budget to the principle of multi-year budgeting over the MTREF. 
Without grant funding from National Treasury the municipality will be unable to fund its 
operating and capital budget. This conclusion is arrived at based on the following observations: 

• The recalculated cash flow reflect that the municipality should realize a deficit over the 
MTREF; 

• The funding mix for the capital budget consists of government grants (almost 96 per 
cent). The municipality maintains this funding mix over the MTREF; 

• Repairs and maintenance budget falls short of the required 8% of the total value of PPE 
and budgeted for at less than 1 per cent. 

• The creditors’ balances of the municipality are greater than the cash available as per the 
cash flow statement of the municipality and this is prevalent from the prior years. 
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• The operating expenditure of the municipality is growing at a greater rate than the rate of 
revenue growth. 

• The current ratio and the liquidity ratio of the municipality are very low over the MTREF. 

• The collection rate of the municipality is below the norm of 95%. 

• The trading services of the municipality are operating at a deficit. 


3.1 Asset Management 


DC12-Amathole 

Description 

Rthousand 


Table A9 Asset Management 

2016/17 2017/18 2018/19 

Audited Audited Audited 

Outcome Outcome Outcome 

CURRENTYEAR 

2019/20 2019/20 

Original Adjusted 

Budget Budget 

MEDIUMTERMREVENUE& 

EXPENDITURE FRAMEWORK 

2020/21 2021/22 2022/23 

BudgetYear BudgetYear BudgetYear 
+ 0 +1 +2 

CAPITAL EXPENDmjRE 









Total NewAssets 


32180 

370157 

334 647 

534 168 

390 279 

449 748 

516 366 

541 562 

Total Renewal of Exlstlna Assets 


- 

720 

316 

3 200 

3 914 

2 056 

4 556 

10 056 

Total Uoaradlna of Exlstlna Assets 










Total Capltal Expendlture 


32180 

373 029 

335 620 

659 656 

587 483 

587 263 1 

692 522 

695 642 

Repalrs and Malntenance bv Asset Class 


20 715 

16 524 

16 074 

20 617 

18 758 

64 258 1 

60 866 

63 666 

Renewal and upgrading ofExisling Assels as % of Tolal Capex 

0.0% 

0.8% 

0.3% 

19.0% 

33.6% 

23.4% 

25.4% 

22.1% 

Renewal and upgrading of Exisling Assels as % of Tota/ Capex ■ 

40.0% 

40.0% 

40.0% 

40.0% 

40.0% 

40.0% 

40.0% 

40.0% 

Renewa/ and upgrading of Exisling Assels as % of Depr 


0.0% 

2.7% 

0.8% 

77.2% 

121.3% 

80.7% 

94.0% 

74.8% 

Renewa/ and upgrading of Exisling Assels as % of Depr - Norm 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

RiM as a % of PPE ■ MUN PPE ■ Table A6 


0.4% 

0.4% 

0.3% 

0.3% 

0.4% 

1.2% 1.0% 1.0% 

R&M as a % ofPPE ■ Treasury Calculalion PPE^TableAS 




0.3% 


0.4% 

1.1% 1.0% 1.0% 

RiM as a % ofPPE ■ Norm 


8.0% 

8.0% 

8.0% 

8.0% 

8.0% 

8.0% 

8.0% 

8.0% \ 


According to Provincial Treasury guidelines, municipalities are advised to allocate 40.0 per cent 
of their total capital budget to the renewal of existing assets to ensure that current and future 
revenue generated by the already existing assets is secured. The municipality has not made 
adequate provision on the budget for the renewal of existing assets as it has budgeted for 23.4 
per cent for renewal of existing assets which is however an improvement compared to the 
2018/19 audited outcomes of 0.3 per cent. The municipality has not provided adequate 
allocation for repairs and maintenance per asset class due to funding constraints this provision 
is considered lower than 1.5 per cent. It has also been noted that the municipality presented 
information on table SA 34 d that is the depreciation per asset class. 
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3.2 Service delivery 

The budget submitted by Amathole District Municipality does not reflect sustainable service 
delivery because of the following factors: 

4- The municipality does not have adequate cash and reserves to deliver services derived 
from its priorities; 

4- Reliance on grant funding for the operating and capital budget which is seen as a past 
trend on the audit outcomes as well as the budgeted 2020/21 MTREF; 

4- The inability of the municipality to create operational surpluses to fund future capital 
investment; 

4- The non-optimisation of the existing own revenue sources; and, the municipality is 
advised to expand its revenue base, to promote growth in revenue. 

4- The lack of adequate provision for repairs and maintenance of assets by the 
municipality. According to National Treasury guidelines, municipalities are advised to 
allocate 40.0 per cent of their total capital budget to the renewal of existing assets to 
ensure that current and future revenue provided by the already existing assets is 
secured, and properly maintained. The municipality has projected 23.4 per cent of its 
capital budget for renewal. 

3.3 Provision and accounting for Free Basic Services 

The municipality has provided service delivery information as per the requirements of MFMA 
circular 91. The municipality did populate tables A10 and SA9 which shows the service delivery 
measurement of the municipality and the costing thereof. The municipality has indicated 
however in its budget documentation that it will be focusing on the process of indigent 
registration so as to accurately disclose the total costs of indigent subsidy as well as the growth 
in the gross consumer debtors. 

On the complete information, the cost of provision of free basic services is verified. In terms of 
MFMA circular 85, paragraph 8.1, the costs of providing free basic services to indigents must 
be captured in SA9; this will result in the cost being deducted from revenue on table SA1. 
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We have noted that Amathole District municipality did not use a mechanical straight line 
method to project for operating revenue and expenditure with no consideration as to the timing 
of its occurrence. The municipality has forecasted on the cash flow budget considering 
seasonal influences. This is evident in SA25, 26, 27, 28, and 29. 

While the municipality has tried to keep year-on-year changes for the MTREF to within 5% - 
10%, it is noted that there are a few revenue and expenditure items that have increased or 
decreased significantly from 2019/20 to 2020/21. 

The proposed annual tariff increases for municipal services have been curbed to be within 6% 
range, this is correctly within the inflationary target. The municipality has sighted the 
unaffordability of customers to instantly implement cost reflective tariffs. 


4 CONCLUSION 

The outcomes of the assessment by the Provincial Treasury concluded that the budget is not 
funded in line with the requirements of Section 18 and 19 of the MFMA however due to the 
budgeted cash flow position of the municipality the budget is not sustainable as the municipality 
is highly grant dependent for the funding of the operating and capital budgets. It was noted that 
the municipality has improved over the years in terms of the completion of the main budget 
tables A1 to A10. 

The Municipality’s negative cash position means that the municipality will be able to meet its 
commitments for the current year but however when one considers the accrual basis of 
accounting the municipality will not be able to meets its short term commitments. When taking 
into consideration the working capital requirements of the municipality, the budget of the 
municipality is not viable and sustainable as the municipality is grant dependent for the funding 
of the operating and capital budgets and it has no reserves. The budget of the municipality is 
not funded hence no funding can be set aside for the reserves of the municipality unless the 
municipality may recover the funds from outstanding debtors and improve payment of creditors. 
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5 Key Observation / Findings / Risk and Recommendations 

5.1 Key Observations and Findings 

I. The municipality did not submit the draft budget data strings as required by MSCOA 
regulations and has failed to comply with these regulations as well as the requirements 
of MFMA circulars 98 and 99; 

II. The municipality has conducted Mayoral road shows and IDP representative forums in 
preparation for the budget process; the schedule is attached within its IDP document; 

III. The 2020/21 IDP and budget were approved within 90 days (25 March 2020) of the 
beginning of the new financial year as required by the MFMA; 

IV. The municipality has budgeted for a deficit over the MTREF as per the statement of 
financial performance; 

V. The 2020/21 budget is not funded over the MTREF. The cash position reflects a 
negative outlook and does not provide reasonable assurance that municipality could 
meet its financial obligations in the short term; 

VI. The capital budget is funded mainly from government grants. This trends continues over 
the MTREF; and from audited years; 

VII. The gross consumer debtors balances are increasing over the years which means that 
the collection rate of the municipality is below the norm of 95 per cent as per MFMA 
circular 71 and the current collection rate is below 40 per cent; 

VIII. Operational expenditure is growing at a rate greater than the operating revenue; 

IX. The liquidity and the current ratio of the municipality are below the norm of 2:1; 

X. The municipality has not made adequate provision for repairs and maintenance on the 
budget, the non-maintenance of existing infrastructure hampers service delivery and 
equally the revenue growth in the municipality; and 

XI. The trading service (water and sanitation) has been provided at a loss and this has 
been consistent over the past 3 years. 
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5.2 Recommendations 

It is recommended that the municipality should: 

(i) Implement the debt and credit control policy to the fullest to improve collection rate; 

(ii) The debtors’ age analysis of the municipality should be constantly monitored and the 
municipality to implement the debt collection, financial turnaround and revenue 
strategies indicated in the budget documentation. 

(iii) The municipality should increase the growth of own revenue streams so that it can be 
expanded to the current service delivery backlogs within municipality and further create 
operational surpluses for future capital investment 

(iv) Consider the adequacy of the provision made for FBS to ensure it covers the entire 
indigent base. 

(v) The municipality is encouraged to allocate more budget to the renewal of the existing 
infrastructure assets to sustain the service delivery capacity of the assets; and 

(vi) The municipality should comply with MFMA section 18. 

(vii) The municipality should continue with the implementation of cost containment measures 
because of the prevailing economic conditions. 

(viii) The expenditure for employee related costs combined with contracted services needs to 
be reviewed as it is the major cost driver of the operational expenditure 
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